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DEFENSE. DEPARTMENT OF
A

guide to a voluntary program encouraging defense contractor self-governance of
internal control structures has recently been released in draft form.
The draft,
entitled "Contractor Risk and Assessment Guide and Program" (CRAG), was prepared
by the Department of Defense (DOD) Inspector General’s office and the Defense
Contract Audit Agency.
The program deals with internal control structures
relating to:
1) indirect cost submissions; 2) labor charging; 3) material
management and accounting systems; 4) estimating systems; and 5) purchasing.
According to the CRAG, contractors who can demonstrate the implementation of
internal control structures that meet the CRAG control objectives will receive
less direct government oversight.
The CRAG includes major control objectives of
the internal control structure and examples of commonly used control procedures.
Further, the CRAG summarizes a list of required written purchasing policies and
procedures, purchase file contents and purchasing source selection topics to
demonstrate compliance with the CRAG provisions.
Periodic internal compliance
audits of the established internal control structure is required by CRAG.
Copies
of audit plans, audit reports, self-assessments and the corresponding workpapers
would be made available to the Administrative Contracting Officer upon request.
The CRAG was distributed to over 100 major defense contractors and industry
associations for comment.
According to the DOD, a second draft will be produced
in July incorporating industry comments.
At that time a joint DOD/Industry forum
to finalize the guide and implement the program will convene.
For further
information contact Ian MacKay in the Washington, D.C. AICPA office at 202/7376600.

SECURITIES AND EXCHANGE COMMISSION
Amendments which would revise the reporting and filing requirements for an issuer that
changes its fiscal year end and for a successor issuer with a different fiscal
year from its predecessor are the subject of proposed rules by the SEC (see the
3/9/88 Fed. R e g ., pp. 21670-85).
Related amendments to Form 8-K which require
reporting a change in fiscal year are also proposed.
According to the proposed
rules, an issuer would be required to report in a Form 8-K the determination to
change its fiscal year end and the date of its new fiscal year end.
The Form 8-K
would be required to be filed within 15 days after the date of the issuer's
decision to adopt a new fiscal year.
Comments should be received on or before
8/8/88 and submitted to Jonathan G. Katz, SEC, 450 Fifth St., N.W., Washington,
D.C. 20549.
Comment letters should refer to File No. S7-8-88.
For further
information after reading the proposed rules, contact Howard P. Hodges or Joseph
S. Aleknavage at the SEC at 202/272-2553 or Barbara J. Green at 202/272-2589.
TREASURY. DEPARTMENT OF
"A Philosophy of Civil Tax Penalties" is the title of a discussion draft released
6/8/88 by the Executive Task Force for the Commissioner's Penalty Study Group. In
a cover letter accompanying the document, Richard C. Stark, the chairman of the
Executive Task Force, stated, "We are issuing this discussion draft for comment at
this time because we believe that a public discussion of the conceptual framework
within which the Task Force is conducting the study will be beneficial to the
study process...There are few specific recommendations in this discussion draft.
We believe that the philosophy and criteria that penalties should conform
to is
paramount in determining whether deficiencies exist in the current structure or
administration of penalties.
Once a better understanding of the purposes of
penalties and the criteria they should meet has been gained, we can compare those
to the current penalty structure and the current administrative approach to
penalty enforcement and make recommendations for change."
Copies of the document
are available from the IRS. A self-addressed envelope, with $1.45 postage, should
be included with the request and sent to the Commissioner's Penalty Study, Room
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3322-C, IRS, 1111 Constitution Ave., N.W., Washington, D.C. 20224.
Comments are
requested, in duplicate, by 7/8/88 and should be sent to the IRS at the above
address. A revised version of the statement of philosophy will be issued after
comments have been reviewed.
The tax treatment of certain bona fide employee benefits including vacation and sick
leave, compensatory time, severance pay, disability pay and death benefit plans
has recently been clarified by the IRS in Notice 88-68. The IRS said Notice 88-68
was issued to clarify Notice 88-8 issued earlier this year (see the 1/18/88 Wash.
Rpt.).
According to Notice 88-68, regulations issued under I.R.C. Section 457
will provide that certain employee benefits are not deferred compensation plans
subject to Section 457.
This rule will apply without regard to whether such a
plan is elective or nonelective in nature, the notice states.
The IRS said that
no inference should be drawn from this notice as to any issue not specifically
addressed in the notice.
Notice 88-68 is scheduled to be published in Internal
Revenue Bulletin 1988-26, dated 6/27/88.
For further information after reading
this notice, please contact Mary F. Eure at the IRS at 202/566-3060 or 566-3050.
A briefing will be held 7/1/88 for potential participants in the IRS electronic filing
program, the IRS announced recently (see the 6/6/88 Fed. R e g ., p. 20716).
The
electronic filing program includes Forms 1040, 1040A, and 1040EZ returns.
The
IRS' Electronic Filing Systems Project Office will conduct the briefing at which
electronic filing software and communications will be discussed, the IRS said.
The briefing is scheduled from 8:30 a.m. to 3:30 p.m. in the IRS Main Auditorium,
7400 Corridor, 1111 Constitution Ave., N.W., Washington, D.C.
Those wishing to
attend must register by 6/17/88. Attendance will be based on a first-come, firstserved basis, but the IRS said no more than two representatives from the same
company will be permitted to attend. To register or for more information call the
IRS at 202/566-3328.
The exclusion from gross income of qualified scholarships is the subject of proposed
regulations which have been released by the IRS (see the 6/9/88 Fed. Reg., pp.
21688-94).
The Tax Reform Act of 1986 amended section 117 of the Internal Revenue
Code of 1986 relating to the exclusion from gross income of scholarship or
fellowship grants.
The proposed regulations define the term candidate for a
degree and provide that a qualified scholarship is any amount received by an
individual as a scholarship or fellowship grant and used for qualified tuition and
related expenses. Individuals who are not candidates for a degree must include in
gross income any amount received as a scholarship or fellowship grant.
Qualified
tuition and related expenses are defined by the proposed regulations as "tuition
and fees required for enrollment or attendance at an educational organization, and
fees, books, supplies, and equipment required for courses of instruction."
The
IRS said qualified tuition and related expenses do not include any amount received
as a scholarship or fellowship grant and used for room and board or incidental
expenses such as travel, research, or clerical help. Thus, the Service said, "any
such amount is not excludable from gross income." Under the proposed regulations,
any amount of a scholarship or fellowship grant in excess of the amount permitted
to be excluded from gross income is considered earned income. The regulations are
proposed to be generally effective for taxable years beginning after 12/31/86.
Written comments and requests for a public hearing must be delivered or mailed by
8/8/88 to the Commissioner of Internal Revenue, ATTN:
CC:LR:T (LF-3-87),
Washington, D.C. 20224.
For further information after reading the proposed
r e g u l a t i o n s , c o n t a c t R u th H o ffm an a t 2 0 2 /5 6 6 - 3 2 8 7 .
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long-term contracts is the subject of Notice 88-66 of which an advance
issued by the IRS recently.
Notice 88-66 provides guidance and
regarding changes made by the Revenue Act of 1987 to rules for
for long-term contracts.
The provisions of Notice 88-66 also extend
of time for which taxpayers may automatically change to the percentage
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of completion method of accounting as modified by section 460 of the Internal
Revenue Code for all long-term contracts entered into after 2/28/86.
The IRS
explained that section 460 of the Code provides, in the case of a long-term
contract, items are to be taken into account using either 1) the percentage of
completion - capitalized cost method or 2) the percentage of completion method.
As initially enacted, section 460 required that under the percentage of completion
- capitalized cost method of accounting for long-term contracts, 40 percent of the
items with respect to each contract are to be taken into account using the
percentage of completion method, and 60 percent using the taxpayer's "normal"
method of accounting for long-term contracts.
However, the Revenue Act of 1987
modified the percentage of completion-capitalized cost method to require that, for
contracts entered into after 10/13/87, 70 percent of the items with respect to
each contract are to be taken into account using the percentage of completion
method and the remaining 30 percent are to be taken into account using the
taxpayer's "normal" method.
For purposes of section 460, a taxpayer's "normal
method of accounting for long-term contracts is the method the taxpayer was using
to account for long-term contracts immediately prior to the effective date of
section 460," the IRS said.
Notice 88-66 said that generally taxpayers have 180
days to make the automatically approved change in accounting method, but that the
IRS must be notified of the change.
Notice 88-66 is scheduled to be published in
Internal Revenue Bulletin 1988-25, dated 6/20/88.
For further
information after
reading the notice, contact Paulette C. Galanko at the IRS at 202/566-3238.
URBAN MASS TRANSPORTATION ADMINISTRATION
Reporting and audit requirements for UMTA grantees under Section 3 and Section 9 of
the Urban Mass Transportation Act of 1964 have been revised by the agency. The
new requirements affect nearly all U.S. transit operators.
The changes are
included in "Urban Mass Transportation Industry Uniform System of Accounts and
Records and Reporting System, February 1988," which is commonly known as the
Section 15 Reporting Manual.
Failure to meet the new reporting and auditing
requirements could result in substantial financial penalties for grantees, since
UMTA last year strengthened its penalties for not complying with its rules and for
late or incomplete reporting (see the 9/25/87 Fed. R e g ., pp. 36182-98). UMTA will
be providing copies of the February 1988 reporting manual to all its grantees
later this month.
Auditors are encouraged to obtain a copy of the document from
their clients because UMTA's Office of Grants Management (202/366-1610) has only a
limited supply of the February 1988 reporting manual from which to fill requests
made by non-grantees.
For further information contact Shirley Twillman at 202/737-6600.
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